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CITY OF TEMPE

P.O. Box 5002 r

20 EAST SIXTH STREET rr

TEMPE, AZ 85280 I I e p e
480.350.8350 m
FINANCIAL SERVICES

November 15, 2002

Honorable Mayor, City Council and City Manager:

The Comprehensive Annual Financial Report for the City of Tempe, Arizona for the fiscal year ended June 30, 2002,
is submitted for your review. Responsibility for the accuracy and completeness of the presented data, including all
disclosures, rests with the City. To the best of our knowledge and belief, this report is accurate in all material respects
and is presented in a manner designed to fairly set forth the financial position and results of operations of the City. All
disclosures necessary to enable the reader to gain an understanding of the City's financial activities have been

included.

This report is presented in three sections: 1) the Introductory Section which includes this transmittal letter, and the
Government Finance Officers Association Certificate of Achievement for Excellence in Financial Reporting; 2) the
Financial Section which includes the independent auditors' report, management’s discussion and analysis (MD&A),
the basic financial statements, required supplementary information (other than MD&A) and the combining financial
statements; and 3) the Statistical Section which includes selected financial and demographic information, generally

presented on a multi-year basis.

This Comprehensive Annual Financial Report (CAFR) represents management's report to its governing body,
constituents, legislative and oversight bodies, investors and creditors. Copies of this report will be sent to elected
officials, City management personnel, bond rating agencies, Nationally Recognized Municipal Securities Information
Repositories, and other agencies that have expressed an interest in Tempe's financial matters. Copies of this
financial report will also be placed in the City library for use by the general public.

This report includes all funds (financial activities) of the City. The City provides a full range of municipal services
including police and fire protection, water, sewer and refuse services, development services, municipal courts,
recreational and cultural activities, streets, transit, traffic control, and general administrative services. In addition to
general governmental activities, standards set by the Governmental Accounting Standards Board ("GASB") regarding
the inclusion of certain entities based upon the significance of their operational or financial relationships with the City
require that the activities of the Tempe Municipal Property Corporation, Tempe Sports Authority Corporation and the
Rio Salado Community Facilities District be included in the reporting entity.

ECONOMIC CONDITION AND OUTLOOK

The national and local economy was in the midst of a recession during fiscal year 2001/2002. Economist indicate that
the recessionary cycle actually began as early as March 2001 and was punctuated by the September 11th terrorist
attacks which helped to deepen the economic downturn. The impact of the slowing economy in Tempe was reflected
in decreased collections of sales tax, bed tax, and development fees that were all below prior year levels. Actual



sales tax collections (including transit and performing arts taxes) for the year was 86% of what was budgeted. Bed
taxes and development fees came in at 83% and 50% of budget, respectively. For the fiscal year, Sales tax, which is
the largest revenue source of the General Fund through which most City services are financed, experienced negative
month to month growth in comparison to the prior year. At year-end, sales tax revenues amounted to $89.5 million
compared to the prior year amount of $97.0 million.

The economic downturn also resulted in decreased state-shared revenues, the second largest revenue source of
the General Fund. These revenues are comprised of state-shared sales tax, state income tax, vehicle license tax
(auto lieu), and highway user revenues. Current year revenues totaled $43.8 million as compared to the prior year
amount of $48.7 million. The level of current year revenue largely reflects declining consumer confidence that led
to decreased consumer spending. Decreased tourism impacted revenues for the City, but not to the magnitude
that it impacted surrounding communities or the State.

Many economists believe that an economic recovery has already begun in parts of the country and that the
southwestern United States will lag behind in its recovery. According to the Indiana University Office of
Communication and Marketing, the recovery for governmental entities usually lags a year behind industry. The
City had positioned itself well to weather this economic downturn through the establishment and maintenance of
prudent fund balance reserves over the years. Through the exercise of sound decision making and prudent fiscal
policies, the City will continue to ensure its’ strong financial health into the future.

MAJOR INITIATIVES

It became evident early during the fiscal year that revenues were going to fall short of budget projections. Specifically,
financial trend information indicated a decrease in sales tax revenue that began in the last quarter of fiscal year
2000/2001. In recognition of this declining revenue situation, City management instituted a series of cost saving
measures designed to balance the budget while maintaining current levels of city services. These measures included
the following:

« Hiring freeze — Unfilled positions throughout the City were “frozen” (especially those within the General Fund).
Public safety (police and fire) were the only positions exempted from this hiring freeze. Positions that were
subsequently vacated during the year were also frozen. Positions that were filled required the approval of the City

Manager.

« Departmental budget cuts — Each department was asked to cut their operating budget by 3%. Once again, the
challenge was to do this with minimal disruption to the delivery of services to citizens. Approximately $5.5 million
in cuts were made in the General Fund.

« Capital improvement project cuts — Management began a review of current and planned capital improvement
projects with reprioritization as the goal. Particular attention was paid to projects requiring substantial amounts of
pay-as-you-go financing or that had operating budget impacts. This review resulted in either the elimination or
reduction in scope of several projects that allowed the City to save money. Other projects (i.e., Police substation,
North Tempe Multigenerational Center) were delayed into the future.

These prudent actions were necessary to ensure a balanced budget for the fiscal year. However, management was
unsure as to whether these steps would be sufficient or if additional steps in the future would be necessary to help
address the revenue shortfall. Early indications were that the economic challenges would continue to face the City
into the next fiscal year. Management continues to assess the current environment to determine whether in fact full,
unobstructed recovery will be achieved over the next several years, or if the City is facing a permanent change in its’
economic structure. Of particular concern is the level of retail development in the City of Chandler along the City's
southern border along Ray Road. The opening of the Chandler Fashion Square Mall has begun to have a direct
impact on sales tax collections in the City. Additionally, the state is facing its’ own budgetary crisis and may seek a
reduction in the revenues it shares with cities and towns in an effort to balance its’ budget. The projected state
budget deficit is $400 million and $1 billion for fiscal years 2002/2003 and 2003/2004, respectively. Any reduction in
state-shared revenues would have a significant impact to the City. Management will continue to closely monitor this
situation as it develops. In the past, the League of Arizona Cities and Towns, of which the City is a member, has
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been successful lobbying the Legislature to maintain current state-shared revenues. In addition, in the Governor’s
proposed budget, there is not a proposed reduction in state-shared revenues.

FINANCIAL INFORMATION

Internal Control

The management of the City of Tempe is responsible for establishing and maintaining a system of internal control
structure designed to ensure that the assets of the City are protected from loss, theft, or misuse and that adequate
accounting data are compiled to allow for the preparation of the basic financial statements in conformity with
generally accepted accounting principles (GAAP). The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable assurance
recognizes that the cost of a control should not exceed the benefits likely to be derived and the valuation of costs
and benefits requires estimates and judgments by management.

Budgetary Controls

The City also maintains budgetary controls which are designed to ensure compliance with budgetary and legal
provisions embodied in the annually appropriated operating budget approved by the City Council. Activities of the
General Fund, Special Revenue Funds (except for the Grant and Court Awards), General Obligation Debt Service
Fund, and Proprietary Funds are included in the annually appropriated operating budget. Project-length budgets
are prepared for the Capital Projects Funds. The level of budgetary control (that is, the level at which expenditures
cannot legally exceed the appropriated amount) is the total operating budget, as adopted by the City Council.
However, for budget administrative purposes, the City maintains budgeting controls at department appropriation
levels. In addition to maintaining budgetary control via a formal appropriation, the City maintains an encumbrance
accounting system. Encumbrances are made against appropriations upon the issuance of a purchase order.
Encumbered appropriations are carried forward at the end of each fiscal year. As demonstrated by the statements
and schedules included in the financial section of this report, the City continues to meet its’ responsibility for sound
financial management.

Single Audit

As a recipient of federal and state financial assistance, the City is also responsible for an adequate system of internal
control structure to ensure compliance with applicable laws and regulations related to those programs. This internal
control structure is subject to periodic evaluation by management and the internal audit staff of the City.

As a part of the City's single audit, performed in accordance with the Single Audit Act of 1996 and the U. S. Office of
Management and Budget Circular A-133, tests are made to determine the adequacy of the internal control structure,
including that portion related to federal financial assistance programs, as well as to determine that the City has
complied with applicable laws and regulations. The results of the City's single audit for the fiscal year ended June 30,
2002, provided no instances of material weaknesses in the internal control structure or significant violations of
applicable laws and regulations.

Cash Management

The City utilizes a pooled cash and investment concept for all funds. Each fund type's portion of the pool is displayed
in the basic financial statements as "Pooled cash and investments."

The City's investment policy is to invest pooled cash in a manner which will provide maximum security with the
highest investment return while meeting the daily cash flow demands of the City and conforming to all applicable
State and City statutes governing the investment of public funds. The City is permitted to invest in obligations of the
U.S. Government or any of its agencies and instrumentalities, certificates of deposit, bankers' acceptances,
commercial paper, repurchase agreements and the State of Arizona's Local Government Investment Pool. The City's
effective annual yield on pooled cash and investments for the 2001/02 fiscal year was 5.25%.



Risk Management

The City of Tempe maintains a protected self-insurance program for its liability (general, automobile, and
professional), property, workers' compensation, and group insurance coverages. Liability, property and workers’
compensation claims are administered by the Risk Management Division of the Financial Services Department, and
group insurance claims are administered by the Human Resources Department.

The City maintains a sound loss fund to pay for claims within its various self-insured retentions (SIR) for each of the
above lines of coverage. At June 30, 2002, the loss fund had a fund balance of $9.6 million. Excess insurance is
purchased for claims above the SIRs, thus, making this a protected self-insurance program.

OTHER INFORMATION

Independent Audit

City Charter requires an annual audit by independent certified public accountants. Through a Request for Proposal
process, the accounting firm of KPMG LLP has been selected by the City Council. The auditors’ report on the
financial statements is included in the financial section of this report.

In addition to this report, KPMG LLP was also contracted to perform the Single Audit of the City's federal grant
programs. This audit was designed to meet the requirements of the Federal Single Audit Act of 1996 and the related
Office of Management and Budget Circular A-133. Due to the size and complexity of the City's financial reporting
system, the single audit report is issued separately from this financial report. Copies are available upon request.

Certificate of Achievement

The Government Finance Officers Association of the United States and Canada ("GFOA") awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City for its comprehensive annual financial report for the
fiscal year ended June 30, 2001. The Certificate of Achievement is a prestigious national award recognizing
conformance with the highest standards in the preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, the City published an easily readable and efficiently organized
comprehensive annual financial report, whose contents conform to program standards. This report satisfied both

generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City has received a Certificate of Achievement
for the last twenty-six consecutive years (fiscal years 1976-2001). We believe our current report continues to conform
to the Certificate of Achievement program requirements, and we are submitting it to the GFOA.

The City also received the GFOA's award for Distinguished Budget Presentation for our 2001/03 biennial budget. The
City's budget document was judged to be an outstanding communications document.

Acknowledgment

The preparation of this report could not have been accomplished without the dedicated service of the entire staff of
the Accounting Division, the assistance of administrative personnel in the various departments, and the competent
service of our independent auditors. To them and to the City Council and City Manager for their support and interest
in improving Tempe's fiscal policies and practices, | express my sincere appreciation.

Respectfully submitted,

Jerry L. Ha

Deputy Financial Services Manager
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One Arizona Center

400 East Van Buren Street
Suite 1100

Phoenix, AZ 85004

Independent Auditors’ Report

The Honorable Mayor and Members of the City Council
City of Tempe, Arizona:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Tempe, Arizona
(the City), as of and for the year ended June 30, 2002, which collectively comprise the City’s basic
financial statements as listed in the financial section of the table of contents. These financial statements are
the responsibility of the City’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the City of Tempe, Arizona, as of June 30, 2002, and the
respective changes in financial position and cash flows, where applicable, thereof and the respective
budgetary comparison for the general fund and the transit special revenue fund for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

As described in Note 1 to the basic financial statements, the City adopted the Governmental Accounting
Standards Board (GASB) Statement No 34, “Basic Financial Statement — and Management’s Discussion
and Analysis — for State and Local Governments”, GASB Statement No. 37, “Basic Financial Statement —
and Management’s Discussion and Analysis — for State and Local Governments: Omnibus”, GASB
Statement No. 38, “Certain Financial Statements Note Disclosures”, and GASB Interpretation No. 6
“Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements ” effective July 1, 2001.

. . . . KPMG LLP KPMG LLE & WS, rmited liability parinershoe, s
a membes of KPME Imermatioral, a Swiss association.



The Honorable Mayor and Members of the City Council
City of Tempe, Arizona

In accordance with Government Auditing Standards, we have also issued a report dated November 15,
2002 on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management’s discussion and analysis on pages 17 through 30 and the schedule of funding progress in
Note 14 E on page 79 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquiries of management regarding
the methods of measurement and presentation of the required supplementary information. However, we
did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining fund financial
statements, budgetary comparison schedules included in other supplementary information, financial data
schedules, capital assets used in the operation of governmental funds, and statistical section, as listed in the
table of contents, are presented for purposes of additional analysis and are not a required part of the basic
financial statements. However, the financial data schedules are required by the U.S. Department of
Housing and Urban Development. The combining fund financial statements and financial data schedules
have been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a
whole. The introductory section, budgetary comparison schedules included in other supplementary
information, capital assets used in the operation of governmental funds schedules and statistical section
have not been subjected to the auditing procedures applied in the audit of the basic financial statements
and, accordingly, we express no opinion on them.

KPMe LIP

November 15, 2002



T Tempe

MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Services Department

This section of the City of Tempe’s (the City) Comprehensive Annual Financial Report presents a narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2002. Readers are
encouraged to consider the information presented here in conjunction with additional information that has been
furnished in the letter of transmittal.

FINANCIAL HIGHLIGHTS

¢ The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $913.8 million (net
assets). Of this amount, $174.5 million (unrestricted net assets) may be used to meet the government'’s
ongoing obligations to citizens and creditors.

¢+ The government's total net assets increased by $22.7 million during the fiscal year.

¢ At June 30, 2002, the City’s governmental funds reported combined ending fund balances of $209.4 million.
Approximately 83% of this total amount ($174.3 million) is unreserved fund balance available for spending at
the government’s discretion.

¢ At June 30, 2002, total unreserved fund balance for the general fund was $75.2 million. The undesignated
portion of unreserved fund balance is $35.1 million, which is 30% of total general fund expenditures of $117.8

million.

¢ At June 30, 2002, the City’s proprietary funds reported combined total net assets of $255.8 million, and total
unrestricted net assets of $72.5 million. $71.7 million of the unrestricted net assets are in the Water and

Wastewater Fund.

¢ The City’s issued $22 million in new general obligation debt during the current fiscal year for the expansion
and optimization of water and wastewater treatment facilities, street improvements, park improvements and
construction of a new downtown fire station. The City also issued $11 million in refunding general obligation
bonds to partially refund other outstanding general obligation bonds.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City's basic financial statements. The
City’s basic financial statements comprise three components: (1) Government-wide financial statements, (2)
Fund financial statements, and (3) Notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the City’s
finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether or not the financial position of the City is improving or deteriorating.
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The statement of activities presents information showing how the City’s net assets changed during the current
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future periods, such as revenues pertaining to
uncollected taxes and expenses pertaining to earned but unused vacation and sick leave.

Both of the government-wide statements distinguish functions of the City that are principally supported by taxes
and intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a
significant portion of their costs through user fees and charges (business-type activities). The governmental
activities of the City include police, fire, community services, public works, community relations, mayor and
council, city manager, city clerk and elections, city attorney, municipal courts, development services, economic
development, financial services, human resources, and information technology. The business-type activities of
the City include water and wastewater, refuse, and golf.

Included within the government-wide financial statements are the operations of the Tempe Municipal Property
Corporation, Tempe Sports Authority, and the Rio Salado Community Facilities District. Although legally separate
from the City, these component units are blended with the primary government (the City) because of their
governance or financial relationships with the City.

Fund Financial Statements

The fund financial statements are designed to report information about groupings of related accounts that are
used to maintain control over resources that have been segregated for specific activities or objectives. The City,
like other state and local governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the City can be divided into the following two categories:
governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. Most of the City's basic
services are reported in governmental funds. These statements, however, focus on near term inflows
and outflows of spendable resources and spendable resources available at the end of the fiscal year.
Such information may be useful in determining what financial resources are available in the near future to

finance the City’s programs.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

~ The City maintains several individual governmental funds organized according to their type (special
revenue, debt service, and capital projects). Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in
fund balances for the general fund, transit special revenue fund, general obligation debt service fund,
special assessment debt service fund, performing arts capital projects fund, and the transit capital
projects fund, which are all considered to be major funds. Data from the remaining governmental funds
are combined into a single, aggregated presentation. Individual fund data for each of the non-major
governmental funds is provided in the form of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for the general, special revenue (except grants and court
awards), general obligation debt service, and proprietary funds. Budgetary comparison statements have
been provided in the basic financial statements for the general and transit special revenue funds to
demonstrate compliance with the budget. These statements for the nonmajor special revenue and
general obligation debt service funds are included in Other Supplementary Information.
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Proprietary funds. Proprietary funds are generally used to account for services for which the City
charges customers-either outside customers, or departments of the City. Proprietary funds provide the
same type of information shown in the government-wide financial statements, only in more detail. The
City maintains the following two types of proprietary funds:

o Enterprise funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The City uses enterprise funds to account for its Water and
Wastewater, Refuse collection/disposal, and Golf course operations. All enterprise funds are
considered to be major funds of the City.

e Internal Service funds are used to report activities that provide supplies and services for certain City
programs and activities. The City uses internal service funds to account for its health insurance
program and its risk management services including workers compensation, general liability and
property. Because these services predominantly benefit governmental rather than business-type
functions, they have been included within governmental activities in the government-wide financial
statements. The internal service funds are combined into a single, aggregated presentation in the
proprietary fund financial statements. Individual fund data for the internal service funds is provided in
the form of combining statements elsewhere in this report.

Notes to the Financial Statements

The notes to the financial statements provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements.

Combining Statements

The combining statements referred to earlier in connection with non-major governmental funds and internal
service funds are presented immediately following the notes to the financial statements.

GOVERNMENT-WIDE STATEMENTS FINANCIAL ANALYSIS

This is the first year that the City has presented its financial statements under the new reporting model required
by the Governmental Accounting Standards Board Statement No. 34 (GASB 34), Basic Financial Statements —
and Management’s Discussion and Analysis — for State and Local Governments. Because this reporting model
changes significantly both the recording and presentation of financial data, the City has not restated prior fiscal
years for the purposes of providing comparative information for the MD&A. In future years when prior-year
information is available, a comparative analysis of government-wide data will be included in this report.

Net Assets
June 30, 2002

Governmental Business-type
Activities Activities Total
Assets
Current and other assets $ 273,264,273 $ 158,480,483 $ 431,744,756
Capital assets, net 593,991,439 192,092,018 786,083,457
Total assets 867,255,712 350,572,501 1,217,828,213
Liabilities
Long-term liabilities 172,576,434 79,354,393 251,930,827
Other liabilities 36,690,284 15,414,548 52,104,832
Total liabilities 209,266,718 94,768,941 304,035,659
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Net Assets

Invested in capital assets,

net of related debt 433,414,734 173,224,647 606,639,381
Restricted 122,572,053 10,065,796 132,637,849
Unrestricted 102,002,207 72,513,117 174,515,324

Total net assets $ 657,988,994 $ 255,803,560 $ 913,792,554

Analysis of Net Assets

As noted earlier, net assets may serve as a useful indicator of a government’s financial position. For the City,
assets exceeded liabilities by $913.8 million at June 30, 2002.

The largest portion of the City’s net assets (66.4%) reflects its investment of $606.6 million in capital assets (e.g.
land, buildings, infrastructure, improvements, machinery and equipment), less any related debt used to acquire
those assets. The City uses these capital assets to provide services to citizens; consequently, these assets are
not available for future spending. Although the City’s investment in its capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided from other sources, since
the capital assets themselves cannot be liquidated for these liabilities.

An additional portion of the City’s net assets, $132.6 million (14.5%) represents resources that are subject to
external restriction on how they may be used. The remaining balance of unrestricted net assets, $174.5 million
(19.1%) may be used to meet the government’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the City is able to report positive balances in all three categories of net assets
for the government as a whole, as well as for the business-type activities.

Analysis of Change in Net Assets

The City’s net assets increased by $22.7 million during the current fiscal year. These increases are explained in
the government and business-type activities discussion below.

Changes in Net Assets
June 30, 2002

Governmental Business-type
Activities Activities Total
Revenues

Program Revenues:
Charges for services $ 18,545,694 52,994,240 $ 71,539,934
Operating grants and contributions 11,782,757 - 11,782,757
Capital grants and contributions 9,376,155 2,033,578 11,409,733

General Revenues:
Sales taxes 111,538,072 - 111,538,072
State income taxes 16,544,791 - 16,544,791
Property taxes 20,375,185 - 20,375,185
Franchise taxes 1,810,590 - 1,810,590
Auto-lieu taxes 5,233,512 - 5,233,512
Unrestricted investment earnings 11,223,592 3,745,272 14,968,864
Other 1,444,812 734,062 2,178,874
Total revenues 207,875,160 59,507,152 267,382,312
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Expenses

Police 45,265,995 - 45,265,995
Fire 15,988,363 - 15,988,363
Community services 20,874,630 - 20,874,630
Public works 57,047,822 - 57,047,822
Community relations 2,212,271 - 2,212,271
Mayor and council 516,899 - 516,899
City manager 1,414,543 - 1,414,543
City clerk and elections 784,099 - 784,099
City attorney 2,420,285 - 2,420,285
Municipal courts 3,325,642 - 3,325,642
Development services 16,808,229 - 16,808,229
Economic development 2,485,774 - 2,485,774
Financial services 4,906,157 - 4,906,157
Human resources 4,058,772 - 4,058,772
Information technology 804,751 - 804,751
Non-departmental 7,594,725 - 7,594,725
Interest on long-term debt 6,588,170 - 6,588,170
Water/Wastewater - 37,017,484 37,017,484
Refuse - 10,294,641 10,294,641
Golf - 2,441,907 2,441,907
Total expenses 193,097,127 49,754,032 242,851,159
Increase in net assets before
transfers and other 14,778,033 9,753,120 24,531,153
Transfers (68,770) 68,770 -
Loss from joint venture - (1,874,815) (1,874,815)
Change in net assets 14,709,263 7,947,075 22,656,338
Net assets at beginning of year 643,279,731 247,856,485 891,136,216
Net assets at end of year $ 657,988,994 $ 255,803,560 $ 913,792,554

Governmental activities. Governmental activities increased the City’s net assets by $14.7 million, accounting
for 65% of the total growth in the net assets of the City, despite the economic slowdown experienced during the

year. The key factors for this increase are as follows:

e The recession and the subsequent events of the September 11" terrorist decreased sales tax collections.
Sales tax revenue fell short of original budget projections. Anticipating this shortfall, City management
implemented a variety of cost savings measures early during the fiscal year. A hiring freeze was put into
effect, City departments were asked to cut their budgets by 3%, and several planned capital improvement
projects were either delayed or canceled altogether. These efforts are estimated to have saved the City $7

million dollars.

e The current fiscal year marked the first full year of collections of the Performing Arts tax that was effective
January 1, 2001. Performing Arts tax revenue totaled $5 million for the year.

e Property tax revenues increased by $1.2 million, largely as a result of increased assessed valuation of
property.
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Expenses and Program Revenues - Governmental Activities

[l Expenses EProgram Revenues

Public works Police Community Development Fire Mon- Interest on long- Financial Human Other

services services departmental term debt services resources

Revenues by Source - Governmental Activites

Capital grants and

Operating grants and contr‘i‘t;utions
contributions %  Other
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The charts above illustrate the City’s governmental expenses and revenues by function and its revenues by
source. As shown, Public Works is the largest function in expense (29%), followed by Police (23%), Community
Services (10%), and Development Services (9%). General revenues such as sales taxes, state income taxes,
property taxes, and other excise taxes are not shown by program, but are effectively used to support program
activities citywide. For governmental activities overall, without regard to program, sales taxes are the largest
single source of funds (54%), followed by property taxes (10%), charges for services (9%), and state income
taxes (8%). As with the statement of net assets and the statement of activities, because the GASB 34 reporting
model significantly changes the form of financial data, the City has not restated prior fiscal year revenue and
expenditure information. Year to year comparisons will be included in future reports.

Business-type activities. Business-type activities increased the City’s net assets by $7.9 million, accounting for

35% of the total growth in the net assets of the City. The key factors in this increase were an increase in rates
during the year coupled with the realization of significant cost savings in wastewater treatment operations.
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Expenses and Program Revenues - Business-type Activities
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As shown in the charts above, the largest of the City’s business-type activities, Water and Wastewater, had
expenses of $37 million for the fiscal year, followed by Refuse with $10.3 million, and Golf with $2.4 million. For
the fiscal year, revenues exceeded expenses in only the Water and Wastewater operation; expenses exceeded
revenues in the Refuse and Golf operations. The operating loss in the Refuse fund was primarily due to the costs
related to additional personnel and equipment added over the last three fiscal years. The loss in the Golf fund was
due to reduced rounds of play related to the decline in tourism and increased competition from golf courses in
neighboring cities. The City will be reviewing potential increases to Refuse and Golf rates during the next fiscal
year. Fees provided the largest share of revenues (89%) for all of the business-type activities.
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FUND STATEMENTS FINANCIAL ANALYSIS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and balances
of resources that are available for spending. Such information is useful in assessing the City’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year. Types of governmental funds reported by the City
include the General Fund, Special Revenue Funds, Debt Service Funds, and Capital Project Funds.

As of the end of the current fiscal year, the City’'s governmental funds reported combined ending fund balances of
$209.4 million, an increase of $3.1 million from the prior year. Approximately $174.3 million of this total amount
constitutes unreserved fund balance, which is available for spending at the City’s discretion. The remainder of
fund balance is reserved to indicate that it is not available for new spending because it has already been
committed, (1) to liquidate existing contracts and purchase orders ($21.6 million), (2) to pay debt service ($12.3
million), and (3) for other restricted purposes ($1.2 million).

Revenues for governmental functions overall totaled approximately $207.6 million in the fiscal year ended June
30, 2002, which represents a decrease of 3.2% from the fiscal year ended June 30, 2001. Expenditures for
governmental functions, totaling $213.1 million, increased by approximately 1.5% from the fiscal year ended June
30, 2001. In the fiscal year ended June 30, 2002, expenditures for governmental functions exceeded revenues by

$5.5 million or 2.7% of revenues.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, the unreserved fund
balance of the General Fund was $75.2 million (the undesignated portion equaled $35.1 million), while total fund
balance was $77.5 million. As a measure of the General Fund’s liquidity, it may be useful to compare both total
unreserved, undesignated fund balance and total fund balance to total fund expenditures. Total unreserved,
undesignated fund balance represents 29.8% total general fund expenditures of $117.8 million, while total fund
balance represents 65.7% of that same amount.

The fund balance in the City’s general fund decreased by $9.2 million during the fiscal year mainly due to
budgeted transfers for capital improvement projects. Overall, the General Fund’s performance resulted in
revenues in excess of expenditures in the fiscal year ended June 30, 2002 of $5.9 million. This is a decrease of

68.3% over the comparable figure from the prior year of $18.5 million.

Proprietary funds

The City's proprietary funds provide the same type of information found in the government-wide financial
statements, but in more detail. At the end of the fiscal year, the unrestricted net assets for the Water and
Wastewater Fund were $71.7 million, the Refuse Fund $20,065, and the Golf Fund $791,701. The internal
service funds, which are used to account for risk management and health insurance activities, had unrestricted

net assets of $1.5 million.

The total growth in net assets for the proprietary funds was $7.9 million. Factors concerning the finances of these
funds have been addressed previously in the discussion of the City’s business-type activities.

Budget Highlights — General and Transit Special Revenue Funds

The City’s final budget differs from the original budget for the General and Transit Special Revenue funds
primarily in that it contains carry-forward appropriations for encumbrances rolled forward from the prior fiscal year,
and budget reductions made during the current year due to the economic slowdown. Carry-forward
appropriations for rolled forward encumbrances were $1.3 million and $60,000 for the General and Transit Special
Revenue funds, respectively. Budget reductions were $5.5 million for the General Fund and $1.3 million for the
Transit Special Revenue Fund. Budget reductions by department were as follows:
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General Amount

Police $1,000,000
Fire 136,854
Community services 499,620
Public works 719,080
Community relations 47,310
City Manager 136,565
City clerk and elections 6,228
Municipal courts 78,572
Development services 981,504
Economic development 14,950
Financial services 165,317
Human resources 165,742
Information technology 388,180
Non-departmental 1,200,000
Total $5,539.922
Transit Special Revenue Amount
Public Works $1,342,528

During the year, actual revenues fell short of budgetary estimates by $10.2 million in the General and $1.4 million
in the Transit Special Revenue Fund. This is due primarily to the decline in sales tax revenues caused by the

recession.

Actual expenditures were below budgetary estimates by $6.5 million in the General Fund. This was primarily due
to the City’s cost cutting efforts.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City’s capital assets for its governmental and business type activities as of June 30, 2002 amount to $786.1
million (net of accumulated depreciation). Capital assets include land, buildings, infrastructure, improvements,
machinery and equipment, and construction in progress. The total increase in the City’s capital assets for the
current fiscal year was 1%. The table below reflects the capital assets at the end of the fiscal year:

Capital Assets, Net of Depreciation
June 30, 2002

Governmental Business-type
Activities Activities Total
Land $ 28,868,113 $ 9,935732 $ 38,803,845
Buildings 84,685,209 36,927,083 121,612,292
Infrastructure 394,832,146 87,302,281 482,134,427
Improvements 32,056,661 42,345,674 74,402,335
Machinery and equipment 35,111,748 11,397,635 46,509,383
Construction in progress 18,437,562 4,183,614 22,621,176
Total $ 593,991,439 $ 192,092,019 $ 786,083,458

Major capital asset events during the current fiscal year included the following:
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o Construction began on phase one of the Tempe Center for the Arts. The center will include a 600-seat main
theater, a 200-seat studio theater, a 3,100 square foot multi-purpose room, a 3,500 square foot visual arts
gallery and related administrative, technical and support spaces. The total project is expected to cost $63
million. Phase one consists of $3.2 million in undergrounding of utilities, $9 million in landfill remediation and

$2.8 million in design costs.

« Capital replacement and expansion of the South Tempe Water Treatment Plant began during the year with
$8.2 million spent towards this effort.

e Construction of The Brickyard on Mill, a mixed use (retail, office, residential) development was completed
during the year. The City acquired office space and a portion of the parking garage for its own use at a total

cost of $11.7 million.

e The City, along with other participating valley cities, is in the early stages of construction of a light rail mass
transit system to serve the transportation needs of the region. Significant planning and design costs were
incurred during the year. Additionally, the City continued its acquisition of transit buses during the year with

$3.7 million in expenditures.

For government-wide financial statement presentation, all depreciable capital assets are depreciated from
acquisition date to the end of the current fiscal year. Fund financial statements record capital asset purchases as
expenditures. Please refer to Note 9 of the Notes to the Financial Statements for further information regarding

capital assets.

Debt Administration

At the end of the current fiscal year, the City had total long-term obligations outstanding of $251.9 million. Of this
amount, $154.1 million is general obligation bonds backed by the full faith and credit of the City, $51.8 million is
revenue bonds, and $20.3 million is improvement district bonds. The remainder includes interfund loans and

other governmental activities.

Outstanding Long-term Obligations
June 30, 2002

Governmental Business-type
Activities Activities Total
General obligation bonds $ 75535000 $ 78,595,000 $ 154,130,000
Special Assessment bonds 20,250,000 - 20,250,000
TMPC bonds - 630,000 630,000
Certificates of Participation 3,810,000 - 3,810,000
Variable Rate Demand Excise Tax bonds 40,500,000 - 40,500,000
Capital improvement notes 10,860,206 129,393 10,989,599
Total debt payable 150,955,206 79,354,393 230,309,599
Capital leases 7,861,086 - 7,861,086
Compensated absences 10,704,052 - 10,704,052
Claims and judgements 3,056,090 - 3,056,090
Total long-term obligations $ 172,576,434 $ 79,354,393 $ 251,930,827
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The City’s issued $22 million in new general obligation debt during the current fiscal year for the expansion and
optimization of water and wastewater treatment facilities, street improvements, park/recreational improvements
(including the Westside Multigenerational Center) and construction of a new downtown fire station. The City also
issued $11 million in refunding general obligation bonds to partially refund other outstanding bonds. This
refunding allows the City to reduce its future debt service requirements by $235,226.

The City’s total bonded debt increased by approximately $11.2 million. The ratio of net (total bonded debt less
debt service reserves) general obligation bonded debt to taxable valuation and the amount of bonded debt per
capita are useful indicators of the City’s debt position to management, citizens, oversight bodies, investors and
investors. A comparison of these indicators follows:

Fiscal Year Fiscal Year
2001/2002 2000/2001
Net General Bonded Debt $63,411,573 $62,969,310
Net General Bonded Debt per capita 398 393
Ratio of net General bonded debt to net
Assessed value 4.4% 4.4%
Debt service tax rate per $100 of taxable
Valuation $ 0.82 $ 0.80

The State constitution imposes certain debt limitations on the City of 6% and 20% of the outstanding assessed
valuation of the City. The City’s available debt margin at June 30, 2002 is $35 million and $178 million under the
6% and 20% limitation, respectively. Additional information on the debt limitations may be found in Note 10 to the
Financial Statements and the Statistical Section (Exhibit S-16) of this report.

During the year, the City maintained its AA+ rating from Standard & Poors Corporation, its Aa1 rating from
Moody'’s Investors Service, and its AAA rating from Fitch Ratings on its outstanding debt.

Subsequent to June 30, 2002, the City issued $15.5 million in variable rate demand excise tax revenue
obligations dated October 7, 2002. The bonds will be used to finance cost, as described earlier, associated with

phase one of the Tempe Center for the Arts.

Additional information on the City’s long-term debt can be found in Note 10 to the Financial Statements.

OTHER MATTERS

Preliminary forecasts indicate that the City will endure a period of very slow growth in its sales tax revenues. In
fact, the City has incorporated into its biennial budget that this revenue source will only grow about 2-3% annually
over the next two years, down from the growth the City experienced from the mid 1990’s through mid-year 2001.

In preliminary planning of the 2003/2005 biennial budget, management has already begun to take steps to ensure
that the City has a balanced budget. These steps include a hiring freeze, reduction in our work force,
postponement of certain major capital projects, and a slowdown in capital spending. The City is also reviewing
ways in which it could improve its revenue base. A retail specialist has been hired to assist the City in attracting
new businesses to some of the existing shopping plazas. These are just some of the initiatives undertaken by
the City to help strengthen its economic future.
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REQUESTS FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, city council, customers, investors and creditors
with a general overview of the City’s finances. If you have questions about this report or need additional

information, contact:

City of Tempe

Financial Services Department
Accounting Division

20 E. Sixth Street

Tempe, AZ 85281

(480) 350-8350
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Assets

Pooled cash and investments
Receivables:

Taxes

Accounts, net

Accrued interest
Due from other governments
Inventories

Prepaid i

tems

Deferred issuance costs
Restricted cash and investments
Special assessment receivables

Capital improvement notes receivable

Equity in

joint venture

City of Tempe, Arizona
Statement of Net Assets
June 30, 2002

Capital assets (net of accumulated depreciation):

Land
Buildin

gs

Infrastructure
Improvements
Machinery and equipment
Construction in progress

Total assets

Accounts payable

Deposits
Accrued

expenses

Liabilities

Due to other governments

Deferred

Liabilities payable from restricted assets

revenue

Long-term liabilities:
Special assessment debt with a governmental commitment
Due within one year
Due in more than one year

Total liabilities

Net Assets
Invested in capital assets, net of related debt

Restricted for:
Special Revenue
Debt Service

Capita

| Projects

Unrestricted
Total net assets

Governmental Business-type

Activities Activities Total
$ 202,738,318 $ 62,430,929 265,169,247
10,014,409 - 10,014,409
2,197,763 6,681,643 8,879,406
1,487,618 586,145 2,073,763
8,866,521 458,010 9,324,531
1,099,001 464,407 1,663,408
1,675,110 - 1,575,110
1,294,099 - 1,294,099
23,656,294 15,432,121 39,088,415
20,162,570 - 20,162,570
172,570 3,980,206 4,152,776
- 68,447,022 68,447,022
28,868,113 9,935,732 38,803,845
84,685,209 36,927,083 121,612,292
394,832,146 87,302,281 482,134,427
32,056,661 42,345,674 74,402,335
35,111,748 11,397,634 46,509,382
18,437,562 4,183,614 22,621,176
867,255,712 350,572,501 1,217,828,213
12,430,088 2,395,699 14,825,787
4,748,070 814,200 5,562,270
8,953,054 2,138,853 11,091,907
55,922 - 55,922
743,800 - 743,800
9,759,350 10,065,796 19,825,146
20,250,000 - 20,250,000
8,715,668 6,319,393 15,035,061
143,610,766 73,035,000 216,645,766
209,266,718 94,768,941 304,035,659
433,414,734 173,224,647 606,639,381
58,512,570 - 58,512,570
35,671,350 10,065,796 45,737,146
28,388,133 - 28,388,133
102,002,207 72,513,117 174,515,324
8 657,988,994 $ 255,803,560 913,792,554

The notes to the financial statements are an integral part of this statement.
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City of Tempe, Arizona
Statement of Activities
For the Year Ended June 30, 2002

Functions/Programs

Governmental Activities:
Police
Fire
Community services
Public works
Community relations
Mayor and council
City manager
City clerk and elections
City attorney
Municipal courts
Development services
Economic development
Financial services
Human resources
Information technology
Non-departmental
Interest on long-term debt

Total governmental activities

Business-type activities:
Water/Wastewater
Refuse
Golf course
Total business-type activities
Total government

Program Revenues

Operating Capital Grants
Charges for Grants and and
Expenses Services Contributions Contributions
45,265,995 $ 28,181 1,619,534 $ -
15,988,363 43,782 - -
20,874,630 4,586,011 1,270,386 -
57,047,822 3,343,519 1,101,995 8,867,597
2,212,271 - - -
516,899 - - -
1,414,543 - - -
784,099 - - -
2,420,285 - - -
3,325,642 6,382,786 - -
16,808,229 1,859,012 7,790,842 -
2,485,774 179,726 - 508,558
4,906,157 2,007,179 - -
4,058,772 - - -
804,751 - - -
7,594,725 115,498 - -
6,588,170 - - -
193,097,127 18,545,694 11,782,757 9,376,155
37,017,484 40,890,844 - 2,033,578
10,294,641 9,979,359 - -
2,441,907 2,124,037 - -
49,754,032 52,994,240 - 2,033,578
$ 242,851,159 $ 71,539,934 11,782,757 5 11,409,733

General revenues:
Sales taxes
State income taxes
Property taxes
Franchise taxes
Auto-lieu taxes
Loss from Joint Venture
Unrestricted investment earnings
Miscellaneous
Gain on sale of capital assets
Transfers
Total general revenues and transfers
Change in net assets
Net assets- beginning
Net assets- ending

(continued)
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City of Tempe, Arizona
Statement of Activities
For the Year Ended June 30, 2002

Net (Expense) Revenue and
Changes in Net Assets

Governmental Business-type
Activities Activities Total
$ (43,618,280) $ - $ (43,618,280)
(15,944,581) - (15,944,581)
(15,018,233) - (15,018,233)
(43,734,711) - (43,734,711)
(2,212,271) - (2,212,271)
(516,899) - (516,899)
(1,414,543) - (1,414,543)
(784,099) - (784,099)
(2,420,285) - (2,420,285)
3,057,144 - 3,057,144
(7,158,375) - (7,158,375)
(1,797,490) - (1,797,490)
(2,898,978) - (2,898,978)
(4,058,772) - (4,058,772)
(804,751) - (804,751)
(7,479,227) - (7,479,227)
(6,588,170) - (6,588,170)
(153,392,521) - (153,392,521)
- 5,906,938 5,906,938
- (315,282) (315,282)
- (317,870) (317,870)
- 5,273,786 5,273,786
$  (153,392,521) § 5273786 $ (148,118,735)
111,538,072 - 111,538,072
16,544,791 - 16,544,791
20,375,185 - 20,375,185
1,810,590 - 1,810,590
5,233,512 - 5,233,512
- (1,874,815) (1,874,815)
11,223,592 3,745,272 14,968,864
1,444,812 325,906 1,770,718
- 408,156 408,156
(68,770) 68,770 -
168,101,784 2,673,289 170,775,073
14,709,263 7,947,075 22,656,338
643,279,731 247,856,485 891,136,216
$ 657,988,994 § 255803560 _$ 913,792,554

The notes to the financial statements are an integral part of this statement.
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Assets

Pooled cash and investments

Receivables:
Taxes
Accounts

Accrued interest

Due from other funds
Due from other governments

Inventories
Prepaid items

Restricted cash and investments
Special assessments

Capital improvement notes receivable

Total assets

Liabilities and Fund Balances

Accounts payable

Deposits

Liabilities

Accrued expenditures
Claims and judgements

Due to other funds

Due to other governments

Deferred revenue

Matured bonds payable
Matured interest payable
Total liabilities

Fund balances:
Reserved for:

Fund Balances

Encumbrances

Inventories

Notes receivable
Debt Service

General fund

Unreserved, designated (see note 17)
Unreserved, reported in:

Special revenue funds
Capital projects funds
Total fund balances

Total liabilities and fund balances

City of Tempe, Arizona

Balance Sheet
Governmental Funds

June 30, 2002
General Special
Transit Special Obligation Debt Assessment
General Revenue Service Debt Service

$ 77,760,495 $ 36,335,966 $ 3,767,142 $ 138,938
6,837,339 2,195,368 466,004 -
1,500,211 - - -
1,223,610 216,184 - -
810,103 - - -
1,060,749 971,922 - -
256,763 - - -
895,110 - - -

55,911 6,034,766 16,119,631 565,924

- - - 20,162,570
172,570 - - -

$ 90,572,861 $ 45,754,206 $ 20,352,777 $ 20,867,432
$ 2,707,698 § 3,483,033 $ 10,572 $ -
4,689,081 - - -
3,471,691 49,354 - -
586,043 9,341 - -
55,922 - - -

1,612,165 - 291,959 20,162,570
- 1,192,500 5,702,500 -

- 29,813 2,224,319 565,779

13,122,600 4,764,041 8,229,350 20,728,349
1,771,790 46,405 - -
256,763 - - -
172,570 - - -

- - 12,123,427 139,083
40,123,341 - - -
35,125,797 - - -
- 40,943,760 - -

77,450,261 40,990,165 12,123,427 139,083

$ 90,572,861 $ 45,754,206 $ 20,352,777 $ 20,867,432

(continued)
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City of Tempe, Arizona
Balance Sheet
Governmental Funds
June 30, 2002

Performing Other Total
Arts Capital Transit Capital Governmental Governmental
Projects Projects Funds Funds

$ 2,597,613 $ 26,030,160 $ 49,168,744 $ 195,799,058

- - 515,698 10,014,409
- - 697,552 2,197,763
- - 47,824 1,487,618
- - - 810,103
- 3,200,409 3,633,441 8,866,521
- - 842,238 1,099,001
- - 680,000 1,575,110
- - 880,062 23,656,294
- - - 20,162,570

172,570

$ 2,597,613 § 29,230,569 $ 56,465,559 $ 265,841,017

$ 679,780 $ 2,035,710 $ 3,273,690 $ 12,190,483
- - 58,989 4,748,070

- - 266,389 3,787,434

- - 37,348 632,732

- - 810,103 810,103

- - - 55,922

- - 2,366,935 24,433,629

- - - 6,895,000

- - 44,439 2,864,350
679,780 2,035,710 6,857,893 56,417,723
1,073,270 8,688,291 9,979,150 21,558,906
- - 842,238 1,099,001

- - - 172,570

- - - 12,262,510

- - - 40,123,341

- - - 35,125,797

- - 18,607,350 59,651,110
844,563 18,506,568 20,178,928 39,530,059
1,917,833 27,194,859 49,607,666 209,423,294

$ 2,597,613 § 29,230,569 $ 56,465,559 $ 265,841,017

The notes to the financial statements are an integral part of this statement.



City of Tempe, Arizona
Reconciliation of the Balance Sheet
to the Statement of Net Assets
June 30, 2002

Fund balances- total governmental funds $209,423,294

Amounts reported for the governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 593,991,439

Bond issuance costs are not financial resources and, therefore
are not reported in the funds. 1,294,099

Long-term liabilities, including bonds payable are not due and
payable in the current period and therefore, are not reported in
the governmental funds. (171,943,702)

Other long-term assets are not available to pay current-period

expenditures and, therefore are offset by deferred revenue in
the funds. 23,689,829

Internal service funds are used by management to charge the
costs of self insurance to individual funds. The assets and liabilities
of the internal service funds are reported with governmental activities. 1,534,035

Net assets of governmental activities $657,988,994

The notes to the financial statements are an integral part of this statement.
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City of Tempe, Arizona
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2002

General Special
Transit Special  Obligation Debt Assessment
General Revenue Service Debt Service
Revenues:
Taxes:
Sales taxes $ 58,517,679 $ 25,229,927 $ - 3 -
Property taxes 7,545,446 - 12,326,172 -
Franchise taxes 1,810,590 - - -
Intergovernmental:
Federal grants 5,243 - - -
State grants 4,000 201,580 - -
State sales tax 12,148,438 - - -
State income tax 16,544,791 - - -
Auto lieu tax 5,233,512 - - -
Other - 4,369,526 - -
Investment income 6,877,607 3,475,024 140,125 -
Charges for services 6,477,007 - - -
Fines and forfeitures 4,601,758 8,148 - -
Other entities' participation - - - -
Special assessments . - - 2,845,691
Licenses and permits 1,105,145 - - -
Miscellaneous 2,830,718 1,828 3,387 4,307
Total revenues 123,701,934 33,286,033 12,469,684 2,849,998
Expenditures:
Current:
Police 42,914,375 - - -
Fire 14,520,421 - - -
Community services 18,421,636 - - -
Public works 12,980,304 20,619,814 - -
Community relations 2,126,245 - - -
Mayor and council 516,899 E - -
City manager 1,464,931 - - -
City clerk and elections 774,756 - - -
City attorney 2,437,072 - - -
Municipal courts 3,094,839 - - -
Development services 7,282,147 - - -
Economic development 504,782 - - -
Financial services 4,747,540 - - -
Human resources 4,049,591 - - -
Information technology 600,852 - - -
Non-departmental 1,412,665 - - -
Debt service:
Principal retirement - 2,351,250 6,858,250 1,675,000
Interest and fiscal fees - 92,147 4,366,067 1,234,657
Capital outlay - - - -
Total expenditures 117,849,055 23,063,211 11,224,317 2,909,657
Excess (deficiency) of revenues over expenditures
before other financing sources (uses) 5,852,879 10,222,822 1,245,367 (59,659)
Other financing sources (uses):
Transfers in 11,210,999 300,138 5,788,250 -
Transfers out (26,913,727) (1,268,200) (4,067,450) -
Issuance of debt - - - -
Capital lease proceeds 686,109 - - -
Proceeds of refunding bonds ) - - 5,970,000 -
Payment to refunded bond escrow agent - - (5,948,430) -
Total other financing sources (uses) (15,016,619) (968,062) 1,742,370 -
Net change in fund balances (9,163,740) 9,254,760 2,987,737 (59,659)
Fund balance at beginning of year 86,614,001 31,735,405 9,135,690 198,742
Fund balance at end of year $§ 77,450,261 $ 40,990,165 $ 12,123,427 $ 139,083

(continued)
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City of Tempe, Arizona
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2002

Performing Other Total
Arts Capital Transit Capital Governmental Governmental
Projects Projects Funds Funds

- $ - $ 5,788,197 $ 89,535,803
- - 34,252 19,905,870
- - - 1,810,590
- 3,200,968 10,911,420 14,117,631
- 60,000 1,329,790 1,595,370
- - 9,853,831 22,002,269
- - - 16,544,791
- - - 5,233,512
- - 1,279,940 5,649,466
- - 730,836 11,223,592
- - 73,010 6,550,017
- - 370,871 4,980,777
- - 817,041 817,041
- - - 2,845,691
- - - 1,105,145
- - 836,366 3,676,606
- 3,260,968 32,025,554 207,594,171
- - 1,610,290 44,524 665
- - 383,480 14,903,901
- - 932,081 19,353,717
- - 7,442,556 41,042,674
- - - 2,126,245
- - - 516,899
- - - 1,464,931
- - - 774,756
- - - 2,437,072
- - 166,429 3,261,268
- - 8,533,057 15,815,204
- - 1,940,693 2,445,475
- - - 4,747,540
- - - 4,049,591
- - - 600,852
- - - 1,412,665
- - - 10,884,500
- - 767,450 6,460,321

2,592,667 8,661,118 25,064,263 36,318,048

2,592,667 8,661,118 46,840,299 213,140,324

(2,592,667) (5,400,150) (14,814,745) (5,546,153)

4,510,500 1,022,800 31,978,302 54,810,989
- - (22,630,382) (54,879,759)
- - 8,000,000 8,000,000
- - - 686,109
- - - 5,970,000
- - - (5,948,430)

4,510,500 1,022,800 17,347,920 8,638,909

1,917,833 (4,377,350) 2,533,175 3,092,756
- 31,572,209 47,074,491 206,330,538

1,017,833 § 27,194859 § 49,607,666 _$ 209,423,294

The notes to the financial statements are an integral part of this statement.
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City of Tempe, Arizona
Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balance to the Statement of Activities
For the Year Ended June 30, 2002

Net change in fund balances- total governmental funds

Amounts reported for the governmental activities in the statement of
activities are different because:

Some expenses reported in the statement of activities do not require
the use of current financial resources and therefore are not reported
as expenditures in governmental funds.

Certain revenues in the statement of activities do not provide current
financial resources and therefore are not reported as revenues in
the governmental funds.

Governmental funds report capital outlays as expenditures.
However, in the statement of activities the cost of those assets

is allocated over their estimated useful lives and reported as
depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

Lease payments are reported as expenditures in the governmental
funds when paid. For the city as a whole, however, the principal portion
of the payments serve to reduce the liability in the statement of net
assets while the acquisition of new leases increase the liability.

This is the amount by which principal payments exceed new

capital leases.

Bond issuance costs are expended in the governmental funds when paid,
and are capitalized and amortized in the statement of net assets.

This is the amount by which current year amortization exceed current
year bond issuance costs.

The issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds.
Neither transaction, however, has any effect on net assets. This is

the amount by which the retirement exceeded bond proceeds in the
current period.

The net revenues of certain activities of internal service funds is reported
with governmental activities.

Changes in net assets of governmental activities

The notes to the financial statements are an integral part of this statement.
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$ 3,092,756

(1,605,110)

280,989

9,060,447

741,244

(127,849)

3,165,676

101,110

$ 14,709,263




City of Tempe, Arizona
General Fund
Statement of Revenues, Expenditures and
Changes in Fund Balance- Budget to Actual

For the Year Ended June 30, 2002

Variance with

Actual Final Budget
Budgeted Amounts Amounts Postive
Original Final (budgetary basis) (Negative)
Revenues
Taxes $ 77,934,943 $ 77,934,943 $ 67,873,715 $ (10,061,228)
Intergovernmental 35,178,000 35,178,000 33,935,984 (1,242,016)
Investment income 5,307,000 5,307,000 6,877,607 1,570,607
Charges for services 7,965,219 7,965,219 6,477,007 (1,488,212)
Fines and forfeitures 4,494 388 4,494,388 4,601,758 107,370
Licenses and permits 681,850 681,850 1,105,145 423,295
Miscellaneous 2,334,458 2,334,458 2,830,718 496,260
Total revenues 133,895,858 133,895,858 123,701,934 (10,193,924)
Expenditures
Police 43,851,476 43,223,649 41,608,772 1,614,877
Fire 14,854,413 14,912,102 14,513,248 398,854
Community services 19,151,270 18,906,828 17,995,026 911,802
Public works 13,435,365 12,883,588 12,602,299 281,289
Community relations 2,166,620 2,330,818 2,257,521 73,297
Mayor and council 523,001 527,265 496,959 30,306
City Manager 1,354,761 1,462,583 1,469,215 (6,632)
City clerk and elections 717,900 741,435 733,155 8,280
City attorney 2,521,196 2,560,296 2,495,212 65,084
Municipal courts 3,167,436 3,088,864 2,998,706 90,158
Development services 8,271,641 7,495,745 7,147,967 347,778
Economic development 560,087 544,553 498,614 45 939
Financial Services 5,227,487 5,346,108 4,726,707 619,401
Human resources 3,866,016 4,157,448 3,745,271 412,177
Information technology - 313,781 (102,397) 416,178
Non-departmental 6,292,849 4,421,767 3,232,904 1,188,863
Total expenditures 125,961,518 122,916,830 116,419,179 6,497,649
Other financing sources (uses)

Transfers from other funds 6,375,000 6,375,000 11,210,999 4,835,999
Transfers to other funds (18,018,397) (24,796,842) (26,913,727) (2,116,885)
Total other financing sources (uses) (11,643,397) (18,421,842) (15,702,728) 2,719,114

Net change in fund balance $ (3,709,057) $ (7,442,814) (8,419,973) $  (977,161)

Explanation of differences between budgetary revenues and expenditures, and GAAP revenues and expenditures:

The City budgets for claims and other accrued expenses on a

cash basis, rather than on a modified accrual basis (462,632)
The City recognizes encumbrances as expenditures for budgetary
purposes but not for GAAP purposes (574,352)
The City recognizes certain other expenditures on a cash basis, rather
293,217

than on a modified accrual basis
Net change in fund balance as reported on the statement of revenues,

expenditures, and changes in fund balances- governmental funds

$  (9,163,740)

The notes to the financial statements are an integral part of this statement.
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City of Tempe, Arizona
Transit Special Revenue Fund
Statement of Revenues, Expenditures and

Changes in Fund Balance- Budget to Actual

For the Year Ended June 30, 2002

Variance with

Actual Final Budget
Budgeted Amounts Amounts Postive
Criginal Final (budgetary basis) (Negative)
Revenues
Taxes $29,193,000 $29,193,000 $ 25,229,927 $(3,963,073)
Intergovernmental 3,270,400 3,270,400 4,571,106 1,300,706
Investment income 2,242,000 2,242,000 3,475,024 1,233,024
Fines and forfeitures 17,700 17,700 8,148 (9,552)
Miscellaneous - - 1,828 1,828
Total revenues 34,723,100 34,723,100 33,286,033 (1,437,067)
Expenditures
Current:

Public works 22,150,377 20,867,595 19,778,265 1,089,330
Contingency 449 232 449,232 - 449 232
Debt service:

Principal retirement 2,351,250 2,351,250 2,351,250 -

Interest and fiscal fees 93,991 93,991 92,147 1,844

Total expenditures 25,044,850 23,762,068 22,221,662 1,540,406

Other financing sources (uses)
Transfers from other funds 307,700 307,700 300,138 (7,562)
Transfers to other funds (1,268,200) (1,268,200) (1,268,200) -
Total other financing sources (uses) (960,500) (960,500) (968,062) (7,562)
Net change in fund balance $ 8,717,750 $10,000,532 10,096,309 $ 95777

Explanation of differences between budgetary revenues and expenditures, and GAAP revenues and expenditures:

The City budgets for claims and other accrued expenses on a
cash basis, rather than on a modified accrual basis

The City recognizes encumbrances as expenditures for budgetary
purposes but not for GAAP purposes

The City recognizes certain other expenditures on a cash basis, rather
than on a modified accrual basis

Net change in fund balance as reported on the statement of revenues,
expenditures, and changes in fund balances- governmental funds

(45,304)

(793,836)

(2,409)

$ 9,254,760

The notes to the financial statements are an integral part of this statement.
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Notes to the Financial Statements i
For Fiscal Year Ended June 30, 2002 i

The City of Tempe, Arizona (the "City") was incorporated on November 26, 1894. On October 19, 1964, the electors
in accordance with Arizona State Law ratified a Home Rule City Charter. The City operates under a Council-Manager
form of government and provides services as authorized by its charter including: public safety (police, fire, building
inspection), highways and streets, public transit, sanitation, water and wastewater, cultural-recreational, public
improvements, planning and zoning, and general and administrative.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying summary of the City's significant accounting policies is presented to assist the reader in
interpreting the basic financial statements. The basic financial statements of the City have been prepared in
conformity with accounting principles generally accepted in the United States of America ("GAAP") as applied to

governmental units.
A. Reporting Entity

The accompanying basic financial statements include the City and all its component units, collectively referred to as
"the financial reporting entity". In accordance with the Governmental Accounting Standards Board's ("GASB")
Statement 14, the component units discussed below have been included in the City's financial reporting entity
because of the significance of their financial relationships with the City.

City of Tempe Municipal Property Corporation: The Tempe Municipal Property Corporation (the "Municipal Property
Corporation") is a nonprofit corporation organized under the laws of the State of Arizona to assist the City in financing
its capital improvements projects.

Tempe Sports Authority Corporation: The Tempe Sports Authority Corporation is a nonprofit corporation organized
under the laws of the State of Arizona for the express purpose of aiding and assisting the City in financing municipal
facilities.

Rio Salado Community Facilities District: The Rio Salado Community Facilities District (CFD) was organized on
February 20, 1997, under the laws of the State of Arizona to facilitate development of the Rio Salado Town Lake

project.

Data for these component units have been included in the City's basic financial statements utilizing the "blending”
method because their sole purpose is to finance public facilities for the City. Blending involves aggregating the
component units' data and data from the City at the government-wide and fund financial statement level. Separately
issued financial statements are not available for the City's component units.

B. Basic Financial Statements - GASB No. 34

The basic financial statements include both government-wide (based on the City as a whole and its component units)
and fund financial statements. While the previous financial reporting model emphasized fund types (the total of all
funds of a particular type), in the new model the focus is on either the City as a whole or major individual funds (within
the fund financial statements). Both the government-wide and fund financial statements categorize activities as either
governmental activities or business-type activities. Governmental activities are normally supported by taxes and
intergovernmental revenues. Business-type activities rely to a significant extent, on fees and charges for support. All
activities, both governmental and business-type, are reported in the government-wide financial statements using the
economic resources measurement focus and the accrual basis of accounting, which includes long-term assets as
well as long-term obligations. The government-wide financial statements focus more on the sustainability of the City
as an entity and the change in aggregate financial position resulting from the activities of the fiscal period.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
B. Basic Financial Statements - GASB No. 34 (Continued)

The government-wide Statement of Activities demonstrates the degree to which the direct expenses, including
depreciation, of the various departments of the City are offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific department. Interest on general long-term debt and depreciation expense on
assets shared by multiple departments, are not allocated to the various departments. Program revenues include
revenues from fines and forfeitures, licenses and permit fees, special assessment taxes, certain intergovernmental
grants, other entities participation and charges for services. Taxes and other items not properly included among
program revenues are reported as general revenues.

Generally, the effect of interfund activity has been removed from the government-wide financial statements. Net
interfund activity and balances between governmental activities and business-type activities are shown in the
government-wide financial statements.

The City does not currently utilize an indirect cost allocation system. The General Fund charges certain administrative
fees to departments within other operating funds to support general services used by those funds. The
expenditures/expenses are recorded as a reduction of expense in the allocating fund. Therefore, no elimination is
required from either the government-wide or fund level financial statements.

The fund financial statements are, in substance, very similar to the financial statements presented in the previous
financial reporting model. Emphasis here is on the major funds in either the governmental or business-type
categories. Non-major funds are summarized into a single column.

Unless an internal service fund is combined with the business-type activities (deemed to be an infrequent event),
totals on the proprietary fund statement should directly reconcile to the business-type activity column presented in the
government-wide statements.

Internal service funds of a government (which traditionally provide services primarily to other funds of the City) are
presented as part of the proprietary fund financial statements. Since the principal users of the internal services are the
City’s governmental activities, financial statements of internal service funds are consolidated into the governmental
column when presented at the government-wide level. To the extent possible, the costs of these services are

reflected in the appropriate department.

C. Basis of Presentation

The City uses funds to report on its financial position and the results of its operations. A fund is a separate
accounting entity with a self-balancing set of accounts. Fund accounting is designed to demonstrate legal
compliance and to aid in the City's financial management by segregating transactions related to certain functions

or activities.
The following fund categories are used by the City:
Governmental Fund Types

Governmental Funds are those through which most of the governmental functions of the City are financed.
The focus of Governmental Fund measurement, in the fund financial statements, is upon determination of
financial position and changes in financial position rather than upon net income.

Governmental Funds include the following fund types:

General - The General Fund is the general operating fund of the City. It is used to account for all activities of
the City not accounted for in some other fund.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Basis of Presentation (Continued)

Governmental Fund Types (Continued)

Special Revenue - Special Revenue Funds are used to account for the proceeds of specific revenue
sources (other than for major capital projects) that are legally or otherwise restricted to expenditures for
specified purposes. There is one special revenue fund presented as major fund in the basic financial
statements, it is as follows:

Transit Special Revenue Fund - accounts for the receipt and expenditures of the Transit Tax
monies. These monies are restricted to financing transit operations and improvements.

Debt Service - Debt Service Funds are used to account for the accumulation of resources for, and the
payment of, general long term debt not being accounted for in the Special Revenue Funds and Enterprise
Funds. Both debt service funds are presented as major funds in the basic financial statements:

General Obligation Debt Service Fund - accounts for the accumulation of resources and
payments of general obligation debt.

Special Assessment Debt Service Fund - accounts for the accumulation of resources and
payments of special assessment debt.

Capital Projects - Capital Projects Funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities (other than those financed by Proprietary Funds). Two
capital project funds are presented as major funds in the basic financial statements:

Performing Arts Capital Projects Fund - used for the construction of the performing and visual
arts center.

Transit Capital Projects Fund - used for the acquisition of buses, the light rail system, and other
traffic flow improvements.

Proprietary Fund Types

Proprietary funds are used to account for the City's ongoing operations and activities, which are similar to
those often found in the private sector. The focus of Proprietary Fund measurement is upon the determination
of operating income, changes in net assets, financial position and cash flows. Each proprietary fund is
reported as major funds in the basic financial statements.

Proprietary funds include the following fund types:

Enterprise - Enterprise Funds are used to account for operations, including debt service, (a) that are
financed and operated in a manner similar to private businesses - where the intent of the government body is
that the costs (expenses, including depreciation) of providing goods or services to the general public on a
continuing basis is financed or recovered primarily through user charges; or (b) where the governing body
has determined that periodic determination of revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control, accountability, or other purposes.

Equity in Joint Venture - The equity method is used to account for the City's equity interest in a joint
venture (See Note 8). Under this method, the equity interest is recorded in the balance sheet as a single
amount. In addition, the City's share of the net income or loss is reported in the Statement of Revenues,
Expenses, and Changes in Fund Net Assets - Proprietary Funds, as a nonoperating revenue or expense.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. Basis of Presentation (Continued)

Proprietary Fund Types (Continued)
The following enterprise funds are used by the City:

Water and Wastewater Fund — accounts for the provision of water and sewer services to the
residents of the City and some residents in the adjoining Town of Guadalupe. All activities necessary
to provide such services are accounted for in this fund, including but not limited to administration,
operation, maintenance, financing and related debt service, billing and collection.

Refuse Fund — accounts for the provision of refuse collection and disposal services for both
residential and commercial customers. All activities necessary to provide such services are
accounted for in this fund, including but not limited to administration, operation, maintenance,

financing, billing and collection.

Golf Course Fund - accounts for the operation of the Rolling Hills and Ken McDonald golf courses.
All activities necessary to provide such services are accounted for in this fund, including but not
limited to administration, operation, maintenance and financing.

Internal Service - Internal Service Funds account for operations that provide services to other departments
or agencies of the government, or to other governments, on a cost-reimbursement basis.

Risk Management Fund — accounts for expenses incurred for worker's compensation, automobile
liability, general liability, and property claims under the City's self-insurance program.

Health Fund — accounts for the expenses incurred for employee health related costs under the
City’s self-insurance program.

D. Measurement Focus and Basis of Accounting

The government-wide and proprietary fund financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Under this method, revenues are recorded when earned

and expenses are recorded at the time liabilities are incurred.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrual basis of accounting. This is the manner in which these funds are normally budgeted. This
presentation is deemed most appropriate to 1) demonstrate legal and covenant compliance, 2) demonstrate the
source and use of liquid resources, and 3) demonstrate how the City’s actual experience conforms to the biennial
budget. Under the modified accrual basis of accounting, revenues are recorded when susceptible to accrual, i.e.,
both measurable and available. "Measurable” means the amount of the transaction can be determined and
"available" is defined as collectible within the current period or within 60 days of the end of the current fiscal period.
Expenditures, other than interest on long-term debt, are recorded when the related fund liability is incurred, if
measurable. However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgements, are recorded only when payment is due.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. Measurement Focus and Basis of Accounting (Continued)

Revenues susceptible to accrual include property tax, local sales tax, state-shared sales tax, highway user tax,
vehicle license tax, franchise fees, special assessments and interest earned on pooled investments. Licenses and
permits, charges for services, fines and forfeitures and miscellaneous revenues are generally recorded as revenues
when received in cash because they are not measurable until actually received. In applying the susceptible to accrual
concept to intergovernmental revenues, the legal and contractual requirements of the numerous individual programs
are used as guidance. There are, however, essentially two types of these revenues. In one, monies must be
expended for a specific purpose or project before any amounts will be paid to the City; therefore, revenues are
recognized based upon the expenditures recorded. In the other, monies are virtually unrestricted as to the purpose of
expenditure and are usually revocable only for failure to comply with prescribed compliance requirements. These
resources are reflected as revenues at the time of receipt or earlier if the susceptible to accrual criteria are met.

The City reports deferred revenues in the governmental funds if the potential revenue does not meet both the
"measurable” and "available" criteria for recognition in the current period. Deferred revenues also arise when
resources are received by the City before it has a legal claim to them, as when grant monies are received prior to the
incurrence of qualifying expenditures. In subsequent periods, when both revenue recognition criteria are met, or
when the City has a legal claim to the resources, the liability for deferred revenue is removed and revenue is

recognized.

Since the governmental fund financial statements are presented on a basis different than the governmental activities
column of the government-wide financial statements, a reconciliation is provided immediately following each fund
statement. These reconciliations briefly explain the adjustments necessary to transform the fund financial statements
into the governmental activities column of the government-wide financial statements.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial statements.
An exception to this rule is charges between the government’s water and sewer function and various functions of the
City. Elimination of these charges would distort the direct costs and program revenues reported for the applicable

functions.

Amounts reported as program revenue include 1) charges to customers or users who purchase, use or directly
benefit from goods or services provided by a particular department 2) operating grants and contributions that are
restricted to meeting the operational requirements of a particular department and 3) capital grants and contributions
that are restricted. Taxes, investment income and other revenues not identifiable with a particular department are
included as general revenues. The general revenues support the net costs of the departments not covered by

program revenues.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted resources
first, then unrestricted resources, as they are needed.

GASB No. 20 requires that governments with proprietary activities apply all applicable GASB pronouncements as
well as the following pronouncements issued on or before November 30, 1989, unless those pronouncements
conflict with or contradict GASB pronouncements: Financial Accounting Standards Board ("FASB") Statements
and Interpretations, Accounting Principles Board Opinions and Accounting Research Bulletins. Governments are
given the option whether or not to apply all FASB Statements and Interpretations issued after November 30, 1989,
except for those that conflict with or contradict GASB pronouncements. Accounting Principles Board Opinion No.
22, Disclosure of Accounting Policies, require the same treatment for the government-wide financial statements.
The City has elected not to implement FASB Statements and Interpretations issued after November 30, 1989 for
the government-wide or proprietary fund financial statements.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Measurement Focus and Basis of Accounting (Continued)

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues and
expenses generally result from providing goods and services of the fund’s principal ongoing operations. Operating
expenses include the cost of providing the goods and services, administrative expenses, and depreciation on capital
assets. Non-operating revenues and expenses are items such as investment income and interest expense, which are
not a result of the direct operations of the activity.

E. Implementation of New Accounting Principles
(1) Governmental Accounting Standards Board Statement No. 34

The City adopted the provisions of GASB Statement No. 34, Basic Financial Statements — and Management's
Discussion and Analysis — for State and Local Governments. This statement affects the manner in which the City
records transactions and presents financial information. State and local governments have traditionally used a
financial reporting model substantially different from the one used to prepare private-sector financial reports.

GASB Statement No. 34 establishes new requirements and a new reporting model for the annual financial
reports of state and local governments. The statement was developed to make annual reports of state and local
governments easier to understand and more useful to the people who use governmental financial information to

make decisions.

Management’s Discussion and Analysis — GASB Statement No. 34 requires that financial statements be
accompanied by a narrative introduction and analytical overview of the City’s financial activities in the form of
“management’s discussion and analysis” (MD&A). This analysis is similar to the analysis provided in the annual
reports of private-sector organizations.

Government-Wide Financial Statements — The reporting model includes financial statements prepared using
full accrual accounting for all of the City’s activities. This approach includes not just current assets and liabilities
but also capital and other long-term assets as well as long-term liabilities. Accrual accounting also reports all of
the revenues and costs of providing services each year, not just those received or paid in the current year or soon

thereafter.

Statement of Net Assets — The statement of net assets is designed to display the financial position of the
primary government (government and business-type activities). The City now reports all capital assets in the
government-wide statement of net assets and reports depreciation expense — the cost of “using up” capital
assets — in the statement of activities. The net assets of the City are broken down into three categories — 1)
invested in capital assets, net of related debt; 2) restricted; and 3) unrestricted.

Statement of Activities — The government-wide statement of activities reports expenses and revenues in a
format that focuses on the cost of each of the City's functions. The expense of individual functions is compared
to the revenue generated directly by the function.

Accordingly, the City has recorded capital and certain other long-term assets and liabilities in the statement of net
assets, and has reported all revenues and the cost of providing services under the accrual basis of accounting in
the statement of activities.

(2) Governmental Accounting Standards Board Statement No. 36

The City adopted the provisions of GASB Statement No. 36, Receipt Reporting for Certain Shared Nonexchange
Revenues. This statement amends GASB Statement No. 33 with respect to the manner in which shared
nonexchange revenues are accounted for by recipient governments.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. Implementation of New Accounting Principles (Continued)
(3) Governmental Accounting Standards Board Statement No. 37

The City adopted the provisions of GASB Statement No. 37, Basic Financial Statements — and Management's
Discussion and Analysis — for State and Local Governments: Omnibus. This statement amends GASB
Statement No. 34 to either 1) clarify certain provisions or 2) modify other provisions that GASB believes may have
unintended consequences in some circumstances. Accordingly, the City considered the effects of this statement
when adopting the provisions of GASB Statement No. 34 as previously described.

(4) Governmental Accounting Standards Board Statement No. 38

The City adopted the provisions of GASB Statement No. 38, Certain Financial Statement Note Disclosures. This
statement modifies, establishes, and rescinds certain financial statement disclosure requirements. Accordingly,
certain footnote disclosures have been revised to conform to the provisions of GASB Statement No. 38.

(5) Governmental Accounting Standards Board Interpretation No. 6

The City adopted the provisions of GASB Interpretation No. 6, Recognition and Measurement of Certain Liabilities
and Expenditures in Governmental Fund Financial Statements. This interpretation clarifies the application of
standards for modified accrual recognition of certain liabilities and expenditures in areas where differences have
arisen, or could arise, in interpretation and practice. This interpretation impacts the fund level financial
statements (governmental funds only, not proprietary of fiduciary funds) required by GASB Statement No. 34 but
has no direct impact on the government-wide financial statements. Accordingly, the City has not recognized the
current portion of certain long-term liabilities and related expenditures in the governmental funds financial
statements for amounts not considered to be due and payable as of June 30, 2002, and has restated fund
balances as of July 1, 2001 to reflect the cumulative effect of the change as of that date see (Note 1S).

F. Budgetary Data

Even though Tempe has adopted a biennial budget plan, State law mandates that cities and towns adopt a budget
annually. As a result, an operating budget is legally adopted by resolution each fiscal year for the General, Special
Revenue (except Grants and Court Awards), Debt Service (except Special Assessments), and Proprietary Funds on
a modified accrual basis plus encumbrances. The separately issued biennial budget may be obtained from the City's
Financial Services Department, Budget and Research Division, 20 East Sixth Street, Tempe, Arizona, 85280.

Certain differences as described in Note 3 exist between the basis of accounting used for budgetary purposes and
that used for reporting purposes in accordance with GAAP.

The legal level of budgetary control is the total operating budget as adopted. Management may amend the budget at
any level below the total operating budget as adopted. The total operating budget can only be amended by the City
Council subject to limitations in the State law (see Note 1G). At the end of each fiscal year, all amounts encumbered
are reappropriated as part of the following year’s operating budget. Any appropriations that are either unexpended or
unencumbered lapse at fiscal year-end. No supplemental appropriations were necessary during the year.

The City adheres to the following procedures in establishing the budgetary data reflected in the basic financial
statements:
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

F. Budgetary Data (Continued)

1) Prior to May 1, the City Manager submits to the City Council a proposed operating budget for the fiscal year
commencing the following July 1. The operating budget includes proposed revenues and expenditures.

2) Public hearings are conducted to obtain taxpayer comments.

3) Prior to July 1, the budget is legally enacted through passage of a resolution.

G. Expenditure Limitation

On June 3, 1980, the voters of Arizona approved an expenditure limitation for all local governments, which restricts
the annual growth of expenditures to a percentage determined by population and inflation. ~Certain types of
expenditures are excluded from the limitation. Article 9, Sections 20 and 21 of the Arizona Constitution require the
Economic Estimate Commission to determine each year the expenditure limitation for the following fiscal year for
each city. The limitation is calculated based upon the amount of FY 1979-1980 actual payments of local revenues,
referred to as the “base limit”. Each year, the base limits for local jurisdictions are adjusted for population and inflation
to reach the expenditure limitations. The City of Tempe’s 2001-2002 Expenditure Limitation is $156,945,882.

Local governments may carryforward to later years revenues, which are not subject to the expenditure limitation and
which, were not expended in the year of receipt.

On May 21, 2002, the voters of Tempe approved a $21 million permanent adjustment of the expenditure base.
Tempe's permanent base adjustment will increase the expenditure limitation beginning in fiscal year 2002-2003.

H. Pooled Cash and Investments

Cash resources of the City are combined to form a pool of cash and investments managed by the Accounting
Division. Excluded from this pool are certain legally restricted cash resources. In accordance with the City’s legally
adopted budget, the interest earned on pooled investments is recorded in the General Fund, except for the earnings
of Enterprise Funds and other funds whose interest earnings are specifically mandated by law or an outside
regulating agency to remain in those funds. Investments are stated at fair value.

The City's investment policy permits investment in the following instruments:

1) Obligations of the United States Government, its agencies and instrumentalities;
2) Fully insured or collateralized certificates of deposit and other evidences of deposit at banks and savings and

loan associations;
3) Bankers' acceptances issued by the 10 largest domestic banks and the 20 largest international banks, provided

collateral meets the standards set by the Financial Services Manager;

4) A-1/P-1 rated commercial paper secured by an irrevocable line of credit or collateralized by U.S. government
securities;

5) Repurchase agreements whose underlying collateral consist of the foregoing;

6) Money market funds whose portfolios consist of the foregoing; and

7) The State of Arizona's Local Government Investment Pool.

l. Receivables

All receivables are shown net of an allowance for uncollectibles. For accounts receivable (utility billing receivables), all
amounts outstanding in excess of 120 days are included in the allowance.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

J. Inventories and Prepaid Items

Inventories consist of expendable supplies held for consumption. The Enterprise Fund inventory and the auto parts
inventory in the General Fund are valued at average cost. Other inventories in the General Fund and inventory in the
Special Revenue Funds are valued at cost as determined on the first-in first-out ("FIFO") basis. Inventories are

accounted for using the consumption method.

Prepaid items consist of payments to vendors for costs applicable to future accounting periods. These items are
recorded as prepaid items in both the government-wide and fund financial statements.

K. Restricted Assets

Certain proceeds of the City’s bonds, as well as certain resources set aside for their repayment, are classified as
restricted on the balance sheet, or statement of net assets, because they are maintained in trust accounts and

their use is limited by applicable debt covenants.

L. Capital Assets

Capital assets, including public domain infrastructure (e.g., roads, bridges, curbs and gutters, streets and sidewalks,
drainage systems, and lighting systems) are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets are defined by the government as assets with
an initial, individual cost of more than $5,000 ($25,000 for infrastructure assets) and an estimated useful life greater
than one year. Such assets are recorded at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend its life, are
not capitalized. Major improvements are capitalized and depreciated over the remaining useful lives of the related

fixed assets.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest incurred
during the construction phase of capital assets of business-type activities is included as part of the capitalized value of
the assets constructed, if material.

Property, plant and equipment is depreciated using the straight-line method over the following estimated useful lives
(land and construction-in-progress are not depreciated):

Assets Useful life (vears)
Buildings 30-70
Improvements 10-50
Machinery and equipment 5-20
Infrastructure 20-100

M. Compensated Absences

Accumulated unpaid vacation, vested sick pay and vested "Mediflex” supplementary health maintenance benefits are
accrued in the Government-wide and all Proprietary Fund statements. Long-term liabilities of the governmental funds
are not shown on the fund financial statements, as these benefits are not expected to be liquidated with expendable

available financial resources.

Vacation leave will be absorbed by time off from work or, within certain limitations, may be payable to the employees.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

M. Compensated Absences (Continued)

Sick leave is accumulated at the rate of 96 hours (or a proportionate equivalent for employees with workweeks other
than 40 hours) per year up to a maximum of 480 hours. Each year, hours accumulated in excess of 480 hours are
either converted to cash at a 4-for-1 rate or accumulated in a “sick bank”. Upon retirement or resignation, employees
with at least 10 years service are eligible for compensation of up to 50 percent (not more than 240 hours) of

accumulated sick leave.

Each employee with 3 years service receives a "Mediflex" allowance each year as reimbursement for all otherwise
nonreimbursed health maintenance costs. Benefits are prorated based on length of service and increase up to a
maximum of $650 a year. Unused credits are cumulative and upon employee termination are "banked" at the
following rates: after 10 years, 50 percent; after 15 years, 75 percent; after 20 years, 100 percent.

N. Long-term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial statements, long-term
debt and other long-term obligations are reported as liabilities in the applicable governmental activities, business-
type activities, or proprietary fund type. Bond premiums, discounts, and issuance costs are deferred and amortized
over the life of the bonds. Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, in the period in which the bonds are issued. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing sources, while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld from
the actual debt proceeds received, are reported as debt service expenditures.

O. Interfund Transactions

Interfund transactions consist of identified services performed for other funds or costs billed to other funds and are
recorded as expenditures in the fund receiving the services and as a reimbursement, reducing expenditures, in the
fund performing the services except for sales of water, sewer and refuse services to other City departments and the
Internal Service risk management or health charges which are recorded as revenue and expenditures in the
appropriate funds. All other interfund transactions are reported as transfers.

P. Fund Equity

In the fund financial statements, reserved fund equity is defined as that portion of fund equity that has legally been
segregated for specific purposes. Designated fund equity is defined as that portion of fund equity for which the City
has made tentative plans for future use of financial resources. Unreserved/Undesignated fund equity is defined as
that portion of fund equity which is available for use in a future period.

Q. Statements of Cash Flows

The City considers all highly liquid investments (including restricted assets) with an original maturity of three months
or less to be cash equivalents. For the purposes of the statement of cash flows, all pooled cash and investments are
also considered to be cash equivalents, although there are investments with maturities in excess of three months
when purchased in the portfolio. This is due to the fact that the Proprietary funds may deposit or withdraw cash at
any time without prior notice or penalty, having the characteristics of demand deposits. In a statement of cash flows,
cash receipts and payments are classified according to whether they stem from operating, noncapital financing,
capital and related financing, or investing activities.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

R. Use of Estimates

The preparation of basic financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amount of
assets, liabilities, revenue and expenses/expenditures, and the disclosure of contingent assets and liabilities at the
date of the basic financial statements. Actual results could differ from those estimates.

S. Change in Accounting Policy and Transfer of Health and Golf Project Funds

The City implemented GASB 34 for the fiscal year ended June 30, 2002. The following adjustments were made in
order to properly state beginning net assets using the full accrual method of accounting.

In addition, transfers were made from the General Fund to move the Health Fund component to the Internal Service
Fund. Also, the portion of the Parks Capital Projects Fund relating to Golf projects was moved to the Golf Enterprise

Fund.

Change in beginning net assets for governmental funds

Governmental
Activities
Net Assets:
Fund balance at June 30, 2001, as previously reported, governmental fund types:
General $ 81,767,288
Special Revenue 48,347,238
Debt Service 9,334,432
Capital Projects 62,082,307
Total fund balances at June 30, 2001, as previously reported 201,531,265
Transfers:
Health Fund previously reported in General Fund, currently reported as an
Internal Service Fund (1,432,925)
Golf capital projects previously reported in Capital Projects, currently reported
in the Golf Enterprise Fund (453,805)
GASB Statement No. 34 adjustments:
Internal service funds - equity 1,432,925
Net capital assets 584,930,992
Compensated absences removed from fund financial statements 6,686,003
Long-term liabilities — prior years compensated absences (11,522,300)
Long-term liabilities — debt (161,301,264)
Deferred special assessment revenue 23,408,840
441,748,466

Net Assets — Governmental Funds at July 1, 2001
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of certain differences between the governmental fund balance sheet and the government-

wide statement of net assets

Total fund balances of the City's governmental funds differ from net assets of governmental activities reported in
the statement of net assets. The difference primarily results from the long-term economic focus in the statement
of net assets versus the current financial resources focus in the governmental fund balance sheets.

Balance Sheet/Statement of Net Assets

Total Long-term Internal  Reclassifications
Governmental Assets, Service and Statement of
Funds Liabilities (1)  Funds (2) Eliminations Net Assets

Assets
Pooled cash and investments $ 195,799,058 - $6,939,260 - $202,738,318
Receivables:

Taxes 10,014,409 - - - 10,014,409

Accounts 2,197,763 - - - 2,197,763

Accrued interest 1,487,618 - - - 1,487,618
Due from other funds 810,103 - - (810,103) -
Due from other governments 8,866,521 - - - 8,866,521
Inventories 1,099,001 - - - 1,099,001
Prepaid Items 1,575,110 - - - 1,575,110
Deferred Issuance Costs - 1,294,099 - - 1,294,099
Restricted cash and investments 23,656,294 - - - 23,656,294
Special assessments 20,162,570 - - - 20,162,570
Capital improvement notes

receivable 172,570 - - - 172,570
Capital assets (net): - 593,991,439 - - 593,991,439

Total assets 265,841,017 595,285,538 6,939,260 (810,103) 867,255,712
Liabilities
Accounts payable 12,190,483 - 239,605 - 12,430,088
Deposits 4,748,070 - - - 4,748,070
Accrued expenditures 3,787,434 - 5,165,620 - 8,953,054
Claims and judgements (less than 1

year) 632,732 - - - 632,732
Due to other funds 810,103 - - (810,103) -
Due to other governments 55,922 - - - 55,922
Deferred revenue 24,433,629 (23,689,829) - - 743,800
Matured bonds payable (restricted) 6,895,000 - - - 6,895,000
Matured interest payable (restricted) 2,864,350 - - - 2,864,350
Capital Leases - 7,861,086 - - 7,861,086
Capital improvement notes payable - 10,860,206 - - 10,860,206
Long term debt - 140,095,000 - - 140,095,000
Compensated absences (greater

than 1 year) - 10,704,052 - - 10,704,052
Claims and judgements (greater

than 1 year) - 2,423,358 - - 2,423,358

Total liabilities 56,417,723 148,253,873 5,405,225 (810,103) 209,266,718
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (Continued)

A. Explanation of certain differences between the governmental fund balance sheet and the government-
wide statement of net assets (Continued)

Fund balance/net assets

Total fund balance/net assets 209,423,294 447,031,665 1,534,035 - 657,998,994
Total liabilities and fund
balances/net assets $265,841,017 $595,285,538 $ 6,939,260 $ (810,103) $867,255,712

(1) When capital assets (land, infrastructure, buildings, and equipment) that are to be used in governmental activities
are purchased or constructed, the costs of those assets are reported as expenditures in governmental funds.
However, the statement of net assets includes those capital assets among the assets of the City as a whole.

Cost of capital assets $861,502,379
Accumulated depreciation (267,510,940)
$593,991,439

Bond Issuance costs are expended in government funds when paid, and are capitalized and amortized over
the life of the corresponding bonds for purposes of the statement of net assets.

Bond issuance costs $1,444 157
Amortization of bond issuance costs (150,058)
$1,294,099

Long-term liabilities applicable to the City's governmental activities are not due and payable in the current period
and accordingly are not reported as fund liabilities. Al liabilities, both current and long-term, are reported in the

statement of net assets.

Compensated absences $ (10,704,052)
Claims and judgements (2,423,358)
Bonds, capital improvement notes and capital leases (158,816,292)

$(171,943,702)

Because the focus of governmental funds is on short-term financing, some assets will not be available to pay
for current period expenditures. Those assets (for example, receivables) are offset by deferred revenues in
the governmental funds and thus are not included in fund balance. Deferred revenue for the long-term special
assessment receivables shown on the governmental fund statements is not deferred on the statement of net

assets.

Deferred special assessment revenue $21,785,705
Deferred tax revenue 469,315
Deferred court receivable 1,434,809

$23,689,829

(2) Internal service funds are used by management to charge the costs of self-insurance to individual funds. The
assets and liabilities of certain internal service funds are included in governmental activities in the statement of

net assets.
$1,534,035
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (Continued)

B. Explanation of certain differences between the governmental fund statement of revenues,
expenditures, and changes in fund balances and the government-wide statement of activities

The net change in fund balances for governmental funds differ from the change in net assets for governmental
activities reported in the statement of activities. The differences arise primarily from the long-term econ